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SUMMAR'!

The record in this proce ding establishes that the current rates for the services that would
be deemed within the definition If core universal selVlles should be considered affordable In
establishing a universal service' Ian, the Commission 'c~ould establish affordability benchmarks and
provide universal service suppo t to eligible camel's whose costs of providing universal service
exceed the affordabilitv benchni Irk In setting an affordahilitv benchmark. BellSouth believes that
the ('Olmmssion should take 1I1t account average income !evel within an state The income factor
used III settmg the affordabiIItv 'enchmark must be dlsaggregated below a national average,
otherWise states with income Ie eb belc)\" the natiomli av,"rage would become responsible for
h.ll1ding a proportlOnatelv large amount fm uni versal ,ep Ice making It potentially more difticult
to ensure affordable service In I 'ese states In its Comments BellSouth describes a proxy cost
model As BeliSouth explams. IS critical that. if the Commission proceeds to establish a
universal service plan based on uch a model. nnplementat ion of that plan be accomplished in a
revenue neutral manner. A lll1l ersal service approach that !~ not grounded in revenue neutrality
at the start will arbitrarilv harm ,Ollle cOlllpame"

The Commission shoul( adopt a Funds to Schools ("FTS") approach for implementing the
umversal service discount progun for schools and librmws tinder FTS, the support fund size
would be based upon the'\1cK Isev Part;ilJ Cla:-;srooll: model the amount of the fund would be
known from the outset and eali school (lr library w"uld I](n e the flexibJlity to utilize its allotted
support !(lr telecommUl1ICatll'n -;ervices as needed

The FTS approach \VOll d promote competition b\ incenting telecommunications service
proViders to otfer creative solll ons to schools and Iibranes \vhich can enable schools and libranes
to make the best use of their I( II universal service suppCtrl allotment. either on an individual baSIS
or in sharing arrangements amt Ig multiple eligible entitles rhe competitive process could be
utilized to drive price:s to mark i levels. \Iv ith ul1lversal service support applied to the resulting
rates The FTS approach ellul, also easllv accommodate d determination by the Commission to
adjust base amounts of suppor Ipward f()r indlvldu(Ji sch<)(lh and libraries deemed to be 111 need
of above-average support

In implementing the Fl .; approach and establishing means to determine bona fide
requests, the Commission shOll d find ways to assure thaI recipients have plans to utilize such
support consistent with an edll ational technology plan The Commission should not impose
additionaL burdensome mecha! Isms upon recipients. hut rather should find ways to utilize existing
channels at the state, school di inct. or local level as may be appropriate.
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The existing high cost h ld IS not sufficient to address funding of universal service as
reqUJred by the Telecommunica ons Act of !996 The hIgh cost fund should be replaced by a
new comprehensive federal lim ersal servIce fund In establishing this new funding mechanism
BellSouth has advocated that Sl )port for eligible carners be based on the incumbent LEes book
costs The advantages of such n approach are that bllok costs provide a reliable estimate of the
cost of providing servIce In an ea Further, book C(1'-tS dre not theoretical costs but. instead, are
grounded un the actual cost Im!H~d In huilding and 1pentmg a network throughout the area
hein!2. sened

Moreover, basing paym. nts initiallv on an incumbent's book costs encourages competitors
With mcremental costs lower th n the incumbent's incremental costs to eventually win over the
II1cumbem .s customers By rec wing the fltll amount ejf the support received by the incumbent.
the more efficIent competitor c( uld offer the same ser\ ICC at a price below that set by policy
Portable pavments mean that til . most effiCient competitor eventuallv serves the customer and at
the ..,ame tnne provides a stron~ incentive tc)r the incllmbent 10 become more efficient

Regardless of the appn1 ch used to establish a ~lmd. llnce established, any carrier
deSignated as an eligible carrier s entitled to receive llntVI~rsal service support in accordance with
the plan The CommiSSIOn canl ot limIt support on tlk basIS )f how the Commission classifies a
carner. such as a prIce-cap, 11 j In-prIce ,:ap LFC

A proxy model must belfoperly specified in order to produce a reasonable result ~, it
should produce costs that will I. nsure that the universal service support lS sufficient to attract
telecommunications service pn /iders A properly specified model will estimate the forward
looking cost of providing only 'le defined universal serv](e core services, although it should
include a reasonable share of j( nt and common cost',

Because a proxy model ,)f()duces hypothetical costs that are not specific to, or even
necessarily representative of a,ervice provider's actual book costs, the possibility exists for book
costs to exceed substantially til . costs produced by a pro'(y model Since service providers have
to recover their actual-not hyp thetical- costs to remain viable, It is critical that alternative
recourse be available to those I loviders for whom support payments are insufficient to recover
their costs Thus, if a proxy III ,del is adopted, it is imperative that the approach be implemented
in a revenue neutral manner I cl company is f()rced I () reduce rates by more than it receives out
to the unIversal servIce fLJIld. tl,~n that vvould abro,!-'.alt' lbe federal price regulation plan that is in
place. and It could well resull confiscation

So long as the new unl ersal servIce fund is Implemented in a revenue neutral manner.
incumbent LECs will continue 0 have an incentive to invest in their infrastructure. Further. if
support 1S set at a sufficient le\ '1 then multiple compames \vill have the incentive to provide
universal service in a given an

..
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The outcome of a proXy nodel should be technologically neutral Any carrier that is an
eligihle carner would be able Tel o1lect universal sef'nee SLlpp0l1 regardless of the technology it
lIses to provide service

Any bIdding process we: tid be subject 10 conSIderable opportunities for gaming that
effectlvelv preclude competltivt bidding from being consHlered as a means for funding universal
servIce

BellSouth will provIde! Benchmark cost model analvsIs in comments August 9

If the Commission adop s a methodology that results In universal service support that is
madequate 10 eliminate the IOte state eCL charge. then local exchange carriers must be afforded
the flexibility to recover what ('L amounts remaltl In a VIIav other than through a per minute of
use charge Alternative recove approaches \,vould Include hulk billing and/or flat rate per line
charges

BellSouth supports mcl ,ding a low Income element as part of the new universal service
fund In order to implement th new program as simpI, as possible. the Lifeline subsidy should
continue to be linked to the anl l lmt of the subscriber Ime charge

At this time there IS no lata available to estimate the administrative costs associated with
the various methods that could he used to calculate a carner s funding obligation Nevertheless. a
retail revenue approach, as sug !ested by BellSouth, IS a straightforward means of determining a
carrier's funding obligation !\cordingly. <LQD5lfi, it \voldd appear that such an approach would
be simple and not particularlv , IflIcult or costl\ to implemenl
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Before the
FEDER. L COMMUNICAnONS COMMISSION

Washington, 0 ( 2(1';;;';4

In the Matter of

Federal-State Joint Board
on [ niversal ServIce

('C Docket No 96-45

COMME~TS

BellSouth CorporatIon nd BellSouth TelecommUl11catlOns, Inc (8eIlSouth) hereby

submit then comments on the s ecific questions set for1h in the Public Notice (DA 96-1(78)

released July 1, 1996

Definitions Issues

Is it appropriate tOj:l~SU Ilf..that cUfsenLrates E)J~e[Yjces included within the definitiongf
llJJiY~.lsal sefY.!~__(ll:e(j.ft 'r<1't12kL deSQ1t~ varL(j.tI()J1S alTIQng~ompanies and seryj.<:e are~.s')

The record in this proC( ~ding establishes that 1he ,unent rates for services included within

the definition of universal serVl e (1 e - vOIce grade residential local exchange service and

touchtone) are affordable Wh e there are vanations in rates among companies and service areas,

subscription rates are generallv '1igh in all states Moreover local exchange service rates, In

general, have declined in real t< 'ms over the last decade, and this is especially true in BellSouth' s

states Dr Gordon and Dr T,l lor of National Economic Research Associates Inc, showed in

their analysis (submitted with I ellSouth's Comments and hereinafter Gordon and Taylor) that, if. .

anything, local rates could act\ t1ly be higher in manv cases without any significant impact on

affordabilitv The essential fa, however is that state commissions are responsible for ensuring

that basic local exchange serVl,~ is affordable. and they take a wide variety of factors into



consIderation m settmg rates l ley give weight to factors such as sIze of calling area, income

level. etc

~**~********************* ****************~*x*********************************

To what extent should r m-rat~factor~such '!S sUR~~ribership level, telephone
expenditures as a perceJ[age of income,cost Q[liym.K or local calling area size be
C;QnsiderediIUiet~miDjl sJb_~_~fforQabili1YJ!Ild L~s9t1alJl~.comparability of rate~')

The state COmlTI1SS1OnS ready consider numerous factor.., in determining local service

rates Most, Ifnot all. orthe tit lors enumerated in the que..,tmn are relevant fbr determming

affordabilJt\ For example. the nethodology suggested In (Jordon and Taylor (pp ,)0-J5) uses

mformation on subscribershlp I, /el. telephone expemilturt's as a percentage of income cost of

living (through CPI or CPI-likf values over time and posslblv by state). household income level

(espeCially the poverty threshoi i level). etc

In developmg a univers I service plan. the CommissIOn could establish affordability

benchmarks and provide univei ,al service support fiJI am costs which exceed the benchmarks

The benchmarks will also ensu ,that rates are'reasonablv comparable" in all areas

The main non-rate facti r which should be considered in setting affordability benchmarks is

average income level within an [rea Atfordability benchmarks could be set at the state level

based on a percentage of avera !,e household income Given that overall telecommunIcations

expenditures (including long d ,ranee and vertical services) generally average around two percent

of the average household incol Ie, a benchmark for unIversal service based on one percent of the

average household income wo Id appear reasonable This benchmark rate would apply to basic

reSidential local service and to chtone. (lnder a proxy model system for calculating support the

affordability benchmark rate SI nply provides that level al which funding from the federal universal
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servIce support mechanism \VOl d commence It would nnt mean that local service rates need to

he raIsed to the affordabilit\ ber:hmark Individual state~ would be responsible for funding any

difference that may eXist betwel I actual servIce rates and the affordability benchmark rates. (See

the I esponse to question numbt ~ leH a deSCrIption (If h()\~ :1 proXy model system with

affordabilit\ benchmarks would lperate)

***~********************. **************** **M********************************

~ When making the '><tifQI tabilitv~J.leterrnmatioT1JequJJ~QL Section 254( i) of the Act,w_hat
jlJe the advantages_'lIJQ ILSllQ_y'aJlt;t~snQf1J~J1.£. (tsnecifis:naJ!QIl'lLbenchmark_rate [QLs:m~

~~QiL~~~ill(LQIQ?<): Inc)(J I')

The most significant ad intage of a national atfordabdity benchmark rate for core servIces

IS its simplicIty A benchmark lowever.. should reflect average state income If average ll1come

level by state IS not considered states with income le\'e1~ helm'v the national average would

become responsible fiJr a propttlonatelv largel parti.1f the problem of funding universal serVIce.

i\ Simple example illustrates wi , thIS IS so Assume there ar,~ two states state A has an average

mcome level of$20J)OO and st Ie B has an average income level of$40,OOO The average income

level of the two states is $3001 n and a benchmark rate based on 1% of the average income level

for all states would be $25 00 er month Under a prOXy model system the federal fund would

handle any costs above $2) no The states would be responsible for funding universal service up

to the benchmark level Thus .tate A would have to find ways to nmd the same amount as state

B even though it has a lower p r capita income level h en an intrastate universal service fund

would be dependent on raising [lmds from servIces prov](jed within the state Thus, a national

benchmark could make it mon difficult to ensure atTClrdable service in states with income levels

below the national average
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The essential predicate (this question is an understanding of the way in which a proxy

model would work The follo\-'. 19 Illustrates a umversal sennce approach that incorporates

benchmark atTordability rates al I a proxv cost model

Description of The Pro ,y Cost Approach

If an approach based on Jroxy costs and affordabilttv benchmarks is adopted, it should

operate as follows

Step 1: Determme affo .:lability benchmark rate( s) (A..BR) This should be done at the

state level based on a percenta, t' of average mcome fhe ;\BR would be used to determine the

level at whIch federal universal ervlce funding would commence

Step 2: Calculate prox costs for small geographIc areas such as census block groups 01

grid cells '\ cost proxy model uch as the Benchmark Cost \1odel 2 or the Cost Proxy Model

could be used.

Step 3: For each small !eograph!c area. compare the proxy cost to the affordability

benchmark rate. In generaL thl amount bv which the proxy ..:ost exceeds the ABR would be

funded out of the federal fund rhen, to the extent that actual rates are below the ABR, the state

would be responsible for fundi! 2, the difference. Examples L\-E (which follow) discuss how to

calculate federal fund support, ld state fund support tor every possible scenario The per line

support amount would be mad available to any eligihle tarner

Step 4: Determine the otal supp0l1 to be provided (Jut of the federal fund for each local

exchange company by state

Step 5: Require local ,<change companies to lower their rates for non-universal service

services hv the net amount 01'1 liversal service support illltially received Since it is a federal fund
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that IS being created, the first pI. ce to look for rate reductions would be in those federal rate

elements that are currentlv consiered to be implicit support t()r ul11versal service Thus, if the

tederal fund IS sufficIent. the mt rstate CCL and residual Interconnection charges could be

redu,-~ed to zero If the tederal md amount exceeds! he amount of support that is necessary to

reduce mterstate CCl and RIC harges then Intrastate nnes for non-core services should be

reduced by the remainmg amou Intrastate switched aetes" rates. L~_- mtrastate CCL and

mterconnectlon charges would 1e an obVIOUS target fnr rate reductIOns within the state

It IS critical that the mit1 I funding oful1lversa] 5er\ice be accomplished on a revenue

neutral baSIS Thus, rates shoui be reduced bv the same amount as IS initiallv received from the

fund Embedded costs may ex\ ~ed proxy costs for a given area and there are numerous reasons

why thIS could occur Compan~s need to have the opponuTlItv to continue to recover these

actual costs Regulators sholl]{ not arbitrarily t(Jreclose t he opportunity of companies to recover

their actual costs by requiring! te reductIons 111 excess o! \\Ihat IS provided out of the fund Such

an approach would erroneousb assume that proxy costs are appropriate for rate setting Proxv

cost s are simply theoretical cm s. and they mdicate \Vllich areas are relatively high cost to serve

Thev should never be mistaker !()r actual costs AI1\ unt\ersal service funding approach that IS

not grounded in revenue neutr; itv at the stan will arhitranh and capnciously harm some

compames
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I xample of Pro~yCost C~IC:lJJ'!1i(ms

$30 $"( $20 10e $2000 $27
$30 $2 () 20( 0 $27
$30 $3' n 2" ( 0 $27

State X
L\rea A

L\rea B
Are", (

ABR Pre x.y
Cot

----_._._.._-------------~

Federal ~o. of Monthly Actual State I

Support Lines Federal Rate support 1

Per Line Support per line

$3
$0
$3

$4
$0

$21
$21

$1500
o

W(
15(;

$5
o

$25
$25

State Y
Are(l 0

Area E
..__._.__._._--_...... -_.__..__.-•..._- ._ _._._------------~

Assume that A,eMf Te ~phone Company serves 1\\10 states (X and Y) The proxy cost

model calculates support for ar as !\-F t ipon Implement atHJn of the federal fund. /\cme

Telephone Company would re( we federal untversal service support equal to $3500 and it would

correspondingly reduce its rate by $3 SOO Of course the federal universal service support would

be available to any "eligible Cal ler' Thus. if Acme lose~ universal service lines in !\.rea A. its

support would be reduced acc,dinglv Similarly. if it gams lines in Area i\, its support would

correspondingly increase

Examples A-E which a . set forth in Appendix I demonstrate how to calculate the federal

fund support under various set larios.
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x**********~************* ***************** **********************************

4 What are the effectsQJl\ ompetition if a carrierI~11~l11ed universal service support because
i.!~l~_chnical1vlnf~_asilJl f()rthat<;9:.rri~ltoQlQ\it<ie ()ll.e_SLL more of the core ~_Q;'lces')

The core set of servIces ,roposed In this proceeding to constitute universal service are so

elementarv and baslc_ that no C( npany could have difficult, providing these core services and,

accordingly there should be 11(1 mpact Oil competitJOJ)

Of course. some comp, lies mav not want to t1ave to provide service throughout a given

area These niche providers WI lId not be eligihle fiJI umversal servIce sUpp0l1 Competition will

not be harmed by such a scenat, Fan competition VvJlI be plomoted throughout a given area

because all companies will havl rhe opportunity to qualif\ as universal service providers and

receive support With the exce ,non of an incumbent [E( each company IS free to make a

busmess decision whether to btl universal sen Ice providet Such freedom of choice. epitomizes

competitive markets

****************************************************************************

A number of commenlt' s proposed vanous serYlc~~JO be included on the list of supported
~IT\iices, including'ic:<;\ "iJQilire,<;tQIYASsistanc:~~mergency assistance, and advanced
s_eI\ijceLAlthough t he is~Iiv~IY-()Ltht~;&~ervlc~~'llflYX~qui re__9-Jocal loop, do ..10QPj::Q;;l~
fl(~uratelyx~~~~nub( c:g~'its(:t~li().c:iale.d_witb prs)vI1ill1gco[~~ services~_To the extent
Ic)cal lQQ!lC:QAt.~.ciQ.I}()J qllv_ reQIe.~J1ttb~C:J2.,"t:>'<:lssQCl1tteJLWlthJD_cluding a serviQ~jl1Jhg

dej1l1iti()n ()f<;Qr~5.ervj( :~-,,-lg~lJ1Lt)_'!mj. l!!etflllJ Ify 0 therc9:-;t~ t()J2e_con~dere<L

Loop costs represent tl 'great majority of the co~t of providing universal service. Ifloop

costs are calculated on a tiJllv ( Istributed embedded cost hasls, they may provide a reasonable

estimation of the going fonvar cost of providing ul1lver~al :.;ervice However. if proxy costs are

calculated, they need to aceou t fe)f all of the eosts assocJalcd \vith providing universal service
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fhis would mclude local sWItch Ig costs and mteroffice transport costs for the local calling area

In addition 10Int and common Id shared costs must ,liso he,;onsidered

With regard to advancel servIces. the core sel of "en, Ices Identified In the NPRM, when

combined with a computer and modem will ensure access 10 the Internet and information

services [fthe defimtlon of un ersal servIce IS expanded beyond basic residential voice grade

local exchange service. then a n w proxy l:OSt model vvould he needed

It should be noted that' Icremental costs ass()CJated with acceSjLto directory assistance and

emergency assistance should bt mimmaL ifthe\ eXIst at all While there could be considerable

cost involved In actuall\ USll1g 1 lese services. that goes beyond universal service and therefore the

cost would be covered by non·· ilre service rate element:--

***;k***~**************** ***********x**x* **.~**~*****************************

Schuo's, Libraries, Health Care Providers

6 Should the servicesQL j Il1ctionalities eligible tQI,SllscQunts kw.ecifically limited and
identified,9r s11QJJld tht Qis~Qllnt_aJmly t~all aY£lilqtJle_~enic:.(;:~s7

BellSouth proposes fha the servIces or fimctionalilies eligible for discounts should be

limIted 10 "telecommunicatJon' servIces" as detined bv the ~CI The amount of the discount

available to each school and lil- arv should be limited to the amount allocated to it each year

through the "Fund to Schools I~'FTS") approach proposed bv BellSouth

llnder the FTS approa, 11. the national universal service fund for schools and libraries

would be sized based upon a 11 ,)del which assumes the !,rovlsJoning of specific

telecommunications services (' functionalities I to each "choot or library The amount allocable

BellSouth sup!' IrtS sizing the fund based upon the Partial Classroom Model
described 111 the Kickstart Initltive v.,hich assumes transport connectivity to each school at speeds
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to each school and library \Youll be determined based UPI)f1 (l set of criteria established by the

CommissIOn Then each schooi lr library would be pCrJTIlttC(j to utilize its allotted support for

any telecommunications senile '<' as defined bv the\ct rhus. the school or librarv would not

be IJll1lted to those services whl h were the baSIS for determlflmg the sIze of the national fund

Such an approach would perml1 ...;chools and libraries to taiiOl their use of universal service

support dollars to services Whll j they pal1icularlv need and can best Il1corporate into their

educatIOnal technology plan:- 1 the same time the ,,!ze ,jtl1e ul11versal service fund would be

quantified. allowmg tcn prechet hilitv of both the amolmt~ to be contributed to the fund and

amounts to he expended from 1 e fund

In order to make tl115 at Jfoach possible the CommissIon, in deSIgnating those services

whIch are eligible for u11lverSalervlce support dIscounts 1ll1der Sections 254(c)(3) and

up to I 544 mbps The fund SI e for libranes could he based upon the Kickstart model for
libraries which assumes a varie , of means for transport (I.mnectivity up to speeds of 1 544 mhps

The Act define~ '~lecQmmunic:ation~ S~[\lce . as

the offering ofteleco1}1i lunications ft.)r a fee directly to the public, or to such classes of
users as to be effective available directly to the puhlic. regardless of the facilities used

See Telecommunications Act I. " 1996. Pub L No 104-,04 110 Stat ~6 ( 1996), Section
153(46) [emphasis supplied I \11 citations to the Act herein reference the Section numbers as
they will be codified under Tit' 17 of the Ul1Ited States f 'ode except for Sections 706 and 708 of

the Act'l~~Jecon}111llnI<:~l1ions is defined as

the transmission betwe n or among points specified by the user, of information of the
user's choosing, witho t change in the form nr content of the information as sent and
received

Section 153(43 } [emphasis SUI plied] Any provider of a't&lecommunications servic:~" shall be
'lr~ated(ts_C!common carn~= to the extent that It is engaged in providing telecommunications
servIces Section 153( 44~ emphasis supplied]
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254(h)( I)(B) of the Act should ,pecd) that any "telecommunications services," as defined by the

'\cL wil1 be eligible The C(lmn ;;slOn should clarify that llon·"telecommunications services" are

not 1I1cluded \vithm such'speci, senllces' categorY, a~ BellSouth discusses further in Its response

to question #7 below

Section 254(h)( 1)( A I ot he i\ctwhich estabhshe~ unIversal service support for rural

health care providers. !s materia Iv different from Sectlon :';4(h)( I )(B). and. as such. does not

lend itself to a pre-sized tund 'ather than reqUlring~ervlcesto be provided at a discounts to be

established by the CommiSSIOn nd the states. for mterstal e and intrastate services, respectivelv.

SectIOn 2"4(h)( 1)( A) reqUIres 1 lecommunicatlons carner~ tc provide telecommunications

services at rates"reasonabh co Iparable" to urban rates BellSouth proposes that the servIces

and fimctionalities which must ,'made available to rural health care providers at rates reasonably

comparable to urban rates sholi d be transport fell' telemedh,::me purposes at speeds of up to 1 544

mbps As WIth support for sche lIs and libranes the (om mission should clarifY that non-

'telecommunications services" ire not eligible for the 'urban rate" nor for universal service

support, as BellSouth discusse' further in its response to Question #7

Specifically, Section 2' l(h)( I )(A) requires telecommunications carriers to provide
"telecommunications serviceshich are necessary for the provision of health care services .. at
rates that are reasonably comp rable to rates charged for similar services in urban areas ... " The
amount of the support to the s rvice provider is "the difference. if any, between the rates tlJr
services provided to health cal' providers tor rural areas and the rates tor similar services
provided to other customers it comparable rural areas

10 BellSouth Comments



************************* ****************"***x******************************

7(a) DQes S_ection 2i4Lbl COl template that InsIde wlrjn~ QI other internal connections to

cl,!ssrooms may b~~ligjl Ie fQLunLV~rl?llL 5~I(e sJ!PPOrt.Qftel~(;gmmunicatiQn~ serviS;~0

j2rovldedJ.Q sg1QQ1~all~ ibr'!n~"'{'

Section 254(h) does I1Qlontemplate that inside wtrlng or other internal connectIOns to

classrooms may be eligible till' t llversal service support InsIde wmng and other internal

connections are not "telecomml nications services" wlthm the meaning of the Act

A:-; a preliminarv mattel 'he L\ct defines "U\1l\crsa i serVice" as "an evolving level of

t~1~CQmmLlT11~ation~~~rvl(;~S,.4Vhen the Commission detines those services which are eligible for

umversal service support It mu I detenmne whether such t~lecommumcations services" meet

certam crIteria' Section 2"4( C)) which permits the CommisSIon to designate "additional

servIces" eligible for u\1Iversal ' ~rvlce support tor schnob lihranes and health care providers.

merelv means that the Commls' on can designate additIOnal ·t~.f~omrn]'lI1ication~_services" which

do not fall within the criteria se forth earlier m subsectIon 2"4(c) for evaluating

t~Le.co11lI11unicationsservL(;~S el ~ible f()r core umversal service support Moreover. Section

254(h). \\/hlch establishes the fi.ht of schools. librarie" and rural health care providers. to obtain

discounts supported by univer- I servIce funding mechantsms IS entitled "Telecommunications

S~rV~~.5 for Certain Providers and subsection SectIOn .2 'A( 11)( I )(B) specifically limits discounts

Section 254(c)( 1) Iem, hasis suppliedl

Section 2S4( c)( II Iem] hasls suppliedl
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The Act' s definition~ sel Ion mdicates that am 'prnvlder" of a "telecommunications

"ef'!Ice" shall be treated as a'C( nmon carner" ,vith respect til that service f) If the term

'telecommunicatIOns servIce' i.' leemed to mclude lJ1s1de winng. then. as a result of the definition

of "telecommunications carner anv provider ()f inslde \Vlrm~~ would be a common carrier as to

such service. even private electt (·Ians or other contractors who provide mside wiring services

The definitIOn of "telecommuTlli itions carrier" could then read. substituting "inside WIring" for

'telecommunications servIce" a follows .. Anv provIder )f Inside wiring shall be treated as a

common carrier under this Act [0 the extent that It 1S engaged in providing inside winng" This

IS too broad an interpretation 0 the Act [he ComnllSslOn should recognize that Congress

tntended 10 limit those servIces ·Iigible for universal semel' discounts under SectIon 254(h) to

'telecommunications services. ,en!lces \vhich are. bv defInitIon. common carrier services.

If the CommISSIon s lef:! d authority were read as providing authority to designate services

which are not presently C0111111( i carrier telecommullicati<\l1s services as eligible for universal

sen Ice support under the Act. hen there would be nl) limitation upon those services which could

he designated as eligible f()r un,:ersal sen ice support Moreover. once designated as a service

eliglble for universal service su ,port, sllch a service \vould in essence. become a common carrier

service For instance. if the ('I nmission were to deem i", legal authority to permit it to designate

inside wiring, presently a non-\ lmmon carrier, non-telecommunications service, as eligible tor

universal service support disc! mts under Section 2c;4(c)(T) and 254(h)( I)(B), then its legal

Section 153( 44)
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authority would ostensibly peru 1 It to designate as eligible fClr support any other service which

the telecommunications camer '()Vide~

The CommissIon must r:ogmze that Its legal authontv does not include the discretIOn to

deSignate <lJ1Y non-common i..~afl ~L non-telecommumcatlons,ervlces as eligible for umversal

servIce support A non-commOl carner. non-telecommunications service designated as an eligible

service included under Section~ ''i4(c)(3) and 2';4(h} \VOlild no longer have the benefit of non-

common carrier status. as the ( ,mlTIlssion. by sucb deSIgnation. would be Invading the purvievv of

the providel of such servlce1C nake Illdlvldualrzed deClsion~ III paI1lcular cases whether and on

what terms to serve "S A teieco llTIUmcatlons carner decldlJ1f.' whether to otfer a non-common

carner servIce would need com der the fact that as a rele~:ol11munications carrier. it could be

required bv the Commission to !tTel such servlCe to all schools. libraries. and rural health care

providers at a designated dlSCOl nt whereas Its non-comnl0n carner. non-telecommunications

carner competitors would have w such requirement~

BellSouth recognizes tl1 Commission's concern that Illternal connections are necessarv

tor etIective use of telecommut cations services for learnlllg III the classroom Since most schools

were built without an internal n twork retrotitting is necessary But the responsibility tor

retrofitting should be detined SI 1ilarly to the manner 111 'vvhich the needs of schools and libraries

for other types of retrotitting. ~ ch as air conditioning or increased electrical capacity. are

handled

A telecommunications arrier may provide not only traditional common carrier services,
but also other non-common cal ier services, such as customer premises equipment services,
enhanced services, credit card ' ~rvices, etc

'\Iational Association of Regulatorv Utility Commissioners v FC C. 533 F 2d 60 I, 609
(DC Cil 1976)
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Nevertheless there may I C' several wavs In whICh the Commission's concern could be

addressed First the CommlssH '1 could revIew the reQulator\ status of inside wiring At the
~' ~

present time. Inside winng I." de med under the Commlssil 1t1' S rule to be a non-common carner

senilce. and the CommissIOn s ! des define the locat10l1 of the demarcation point between

common carrier regulated wim ! and non-common carner deregulated lt1side wiring," Internal

wmng to classrooms falling wit 111 the non-common carner deregulated category Of course. the

CommISSIOn could review these determinatIons and consider whether it would be appropriate to

revise the demarcation poml to Iring Inside wmng within the scope of a common carner

telecommulllcations provider's ommon carrier offennQslIld thus. within the scope of the term

'telecommunications service I Ider the Act

Another opp0J1unitv to !ddress the CommissIOn" apparent mternal connections concerns

IS through the national moveme It to'WIre the school~ (-n \olunteers 111 "NetDays' In a

successful demonstration In Ca fc)rma in March. ]qC)(, 20° 0 ,1fthe state's schools connected five

classrooms or more to the loca telecommunicatIons net\\or~ Forty-one states have organized

SChCIOls, husinesses, and comm l1itv memhers to l111plement '!\ietDay" in October I996 While

volunteerism may not be the sn,' source of inside vvirmg, it stimulates the support of the local

communitv and school board a d provides a foundation for demonstrating the value of

telecommunications services te education

Modifications to the (J! ,form System of Accounts for Class A and B Telephone
('ompanies, 48 Fed. Reg )0); ~ (Nov 2. 1(83); Detarifting the Installation and Maintenance of
Inside Wiring, CC Docket '\10 79_ IO'i, Se,g.QnQReport(lnd()TQE~r. released February 24, 1986,47
(' F R Section 6f; 3
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BellSouth will be an actl e participant In state" In 1he southern region that have committed

to NetDav Beyond the corpOL Ions mvnlvement in wiring the schools. the BellSouth

Foundation has committed alm< ,t one milhon dollars for special technology initiatives through the

vear lOOO as well as a portion the $7 " milhon in grants 11 WIll award over the next five years

Indeed. another important way I which funding for InSIde wiring could be obtained would be

through the support of pnvate j lundatlons such as thIs. a" well as through government grants and

bond Issues t\n additional tiw Itng source IS the NatJonal Education Technology Funding

CorporatJon ('cNETFC'). to wl ch Section 708 of the '\Cl refers It is encouraging that the

CommiSSion makes specific ret rence tCl the 1\.JFTFC in the lT1stant questIOns as. hopefldly. this

will mcrease awareness of thIs mding and support vehJcle and will encourage greater utilization

of it bv both contributors tn an reCIpients of Its benefits

The cost of inside wlrir ' for schools is expected 1,) be substantial For instance. the

McKinsey Report estimates th; the cost of internal tonnectJons in the Partial Classroom model

would be more than $ 'i billion or initial costs and $4 I0 million annually in ongoing costs JO

t\nother estimate. provided by he Florida Department of Education through its "Retrofit for

Technology Project:' is that re rofitting schools for IIlside vvlflng would cost an average of

approximately $220.000 per Sl lOO\

i(l

McKinsey Report I\P! endix /\, p 57. Ex \ (,
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:-\ To.what extent shouldJ!~.provisi.QnsoJSectlOI1§_"Q(). and 7Q8 be considered by the Jomt
Board and be relied tlp~)lQJ2I.ovict~_Qds(mc,;~.d 5~rVIC~S.Jo_~c,;hool§-, libraries and health qr~

12LC2.Vlder~')

The Joint Board should onsider such provisions, nut should not confuse them with the

requirements of Section 2"4 I· IS BellSouth S Vle\,y that hoth Section 706 and Section 708 can

prO\lde usetlll vehicles ti:H enh(~lcmg the availabIlitv 1)( telecommul11cations services and

technology to schools librarIes md health care providers rhus. the Commission's determination

regarding the scope of Section 'I4( h) need not be made with a view that Section 254(h) itself

must be the single-source cure- Il tor all te1ecommunrcatioJls service and technology needs of

publtc instItutional telecommur :atlons users

Whereas Section 254 c, ntemplates the defining of specific telecommunications services

eligIble for universal service su p0l1 as well as the amount of such support to be provided hy the

ul11versal servIce funding mech l1lsm. Section 706 enable..;; the Commission to provide incentives

which would assIst in "remov[ I ;gJ barriers to infrastructure Investment" related to "advanced

telecommunications capabilitv i This can provide ;1 useful counterpart to Section 2'14 universal

sef\lce funding support mecha Isms. For lI1stance, the provisions of Section 254(h) do not

Impose the requirement that te ~communicationsearners must make uneconomic, untimely or

uncompensated infrastructure lvestments RatheL It contemplates existing services and existing

infrastructure, and services pr< \.ided thereunder must be pursuant to "bona tide" requests and

paid for pursuant to the unlvel al service support mechanism. Under Section 706. however,

"Advanced telecommu lications capability" is defined as "high-speed, switched, broadband
telecommunications capabilit\ hat enables users to originate and receive high-quality voice. data.
graphics and video telecomm nications using any technology'- Section 706(c)( I)
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means could be developed to el 'ourage mfrastructure deplo\ment to increase the availability of

an advanced technology to \chl )Is and Iibranes on a taste l track and broader base than mIght

otherwIse occur

Section 708 IS an examl e of other funding vehIcles and support mechanisms which can be

utilized to advance the availabil y and usefillness of telecnmmumcations servIces and technology

tcn \chools and libraries Indee:. BellSouth is pleased that the Commission has addressed this

sectIon of the Act in these que~ Ions because thiS IS likelv TO mcrease awareness of the existence

of the NatHmal Education Tee! lology Funding Corporation and to spur greater visibility of the

mechamsms it offers fC)l suppo of the CommIssIon" educatIon technology goals Pnvate and

public entitles should be encou Iged to support and lllntnbllte to efforts such as this which can

sef\e as enablers of the advanc ment of educational technology goals. of which umversal servIce

support can and should be l mh 'me component I

It is widely understoo( and accepted that the vanous elements involved in the effort to
make available advanced telec\ mmunications services and technologies to schools for use in a
meaningfltl way involves not e dy the physical transport capabilities. but also high-quality
educational courseware, VIdeI' programs. and on-line services, curriculum development that uses
commul1lcations technology, tlinmg programs for teachers so they can learn to use the new
technology and incorporate it tfectively into their classrooms~ ongoing technical support; security
f()I' equipmenc and parental in olvement in what theil children are doing and learning See, ecK,
FCC News Release, 'Reed Hl ldt Announces New FCC Education Task Force to Ensure That
Children's Needs Are Met in elecom Act Implementat](in March 18. 1996 Se~also U S
i\dvlsorv Council on the Nati( '1al Information Infrastrllclllfl~. "KickStart Initiative. Connecting
\ll1erican s CommunitIes to 11 •. Information "uperhlC!,h\\iCl\ '
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*********x************x** ****************x ** *x*****************************

q How can universal serv:1 e supportJoULchooL\ liQr(lne~~anQhealthcare proyideril~

:;lIlJc:~lJIedt9-ll[QmQt~~ 111j)~1iliJ!Il')

~etLQols ami Li1:~rMl~s ,ellSouth suggests that the Commission size a universal service

fimd for schools and libranes b,;ed upon the Partial ('Iassroorn Mode1. This fund would then be

distnbuted bv allocating to cacl school its allotted amount of support in the form of vouchers or

other documentation, undel a' llnds to Schools" ("FTS' \ program BellSouth views such an

arrangement to be more condu, ve to prornotlllg competition than a universal senflce mechanism

which would merely provlde sc ools and libraries with a set amount of a discount off of each

service Under the FTS appro,: h, each school and librar-, would have the flexibility to utilize its

allotted hmd amount to purcha e and therefore achieve a cliscount for those services whIch can

best meet Its needs at that P0ln m time and from the lelec'olllmunlcations carrier which it chooses,

based upon factors such as ser' ce qualitv and price

The FTS "flexible disc( mC approach would permit the competitive marketplace to

determme the most efticient pr 'es prior to the schoolilibrarvs purchase of the service using its

universal service funds The m. :ketplace would be penmtted to operate freely to drive prices

down through competitive bid( mg arrangements The FTS approach would encourage earners

10 work with schools and libr<l es on a local. school distl'lCt ell state basis to provide

mdividualized solutions design d to rnake the most efficient use of such support It would

encourage competition among ;ervice providers in offering 1l1novative solutions

Telecommunications service p lviders. knowing the amollnl offunding support available to each

school, would be incented to \ 'mpete with one another rhus maximizing the benefits of the

support available to each scho I (or distnct) Competing prtlviders would want to meet with the
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school to determine its partlculc needs. would he incented to propose creative and tlexible

servIce arrangements which hes address those needs dS \\. ell .IS to maximize the benefits which the

available support could provide () the school The propo"ab of the various competmg entities

could then be submitted to t hehooJ under competitiVE' hid arrangements. and schools could lise

then allotted funds to purchase orne or all of Its service needs from one or a combination of

prov Iders Such a mechanism ,1 so permits the pooling of allotted funds by eligible entities as well

as individualized decisions bv ,-, nools and school districts as 10 which services to apply their

universal service funds Thus I lder FTS. schools would 11ecmne an Impol1ant market force. and

competitor< mterests It1 earnm the school s busmess COlt!d mtensif) 1.1

tL~ltb care As discus' ·d above in BellSouth '- response to Question #6, an FTS

approach would not appear to c possible for rural health care providers. as the Act itself specitles

that rates"reasonably compara Ie'" to urban rates are 10 he charged i4 In establishing any

regulations which interpret and mplemem the proVISIons ,)f "lection 254(h)( I)(A), the

CommiSSlOn should he cautlou so as not to dis1l1cem telecommunications providers from actively

In contrast, a mechanis I which requires that straight discounts be provided off of existing
rates for existing services, or cst-based formulas such as Total Service Long-Run Incremental
Cost ("TSLRIC") models, WOld not incent competing providers to offer innovative solutions.
With discounts otf of existing Ites for existing services, the school or school district would have
less choice as to where to appl its available funds. would achieve fewer benefits by pooling
resources. and would be less 0 a market force Moreover, it' carriers are required to provide
discounts otTofTSLRIC level they may be disincented from providing service to schools. let
alone seeking out and compet! g for the business of schools given the inadequacy of such a
costing approach to fully c()mr,~nsate the carrier for the -.;ervices provided Moreover, any
requirement to establish TSLR C' levels could entail time-consuming. regulatory cost proceedings
whIch could hamper rhe andit\ !JftelecommunicatioJls carriers to act quickly to develop solutions
to meet the evolving telecomn lt1ications needs of Sl'hools and libraries

, I

Section 2)4(h)( IH\ )
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seekmg the business of rural he;th care providers If ,;uch pi oVlslons are implemented in such a

way that the provider IS not tllll compensated through the combination of the rate paId by the

rural health care provider and tl . amount of the universal service suppOt1, then providers may not

have either the incentive to mar et thell services m rural areas nor to offer mnovative solutions

<\t ttle same time, a provlder IT dd be dismcented from j(Hvering its urban rates in order to avoid

non-compensatorv arrangemel11 m rural areas

***~*******************x~ ~~**************~*~~~*:<*****************************

10 Should the resaleJllohjltlill:Lill-SgctiQl125±ililUJ bt.' c;Q11strued to prohibit oDlYJll~".l:esi!l~

Q.f services to t~!lhlic [9LPlofit, aQ(lllhouldtlbe<;Jmstrued so as to permil~nd useCc;93J
based fees fOL~D:'I__C~,'i') W~H!Ld __C:(JD.gI!lctiQnmJhls In~m~[ t:A.91itllte c..QmmU!!ilYJ1~nY()rkll

<lllQj~2L'!ggr~a __tiQDof p r(;hjl~ingJ)m'v'~r')

The Act is strmghtflm\ 'd In as prohIbitIOn agam,>t the resale of telecommunications

services provided under Seetio 254(h) SectIon 254( h)( ~ 1prohibIts a public mstitutional

telecommUI1lCatlons user from~lling reselling or otherVdse transferring the service, or network

capacity within the service. "in onsideration tlx money (11 any ()ther thing of value" Although

this provlslon prohibits the sale resale or transfer of the sen.nce .. or network capacity within the

sen. Ice. It would not prohibit t! .~ ~haring of telecommuni,:ations services. or network capacity

\vithin such services, by multip 'eligible public institutionaltelecommumcations users where an

FTS approach is used Under n FTS approach schools and libraries could pool their allotted

amounts to purchase telecomn mications service arrangements together on a shared basis which

none alone could afford Bell~ luth believes that a substantial benefit can be gained by such

entities through sharing arrang ments

It appears that this reSi1 e prohibition would not prevent a public institutional

telecommunications user t10mharging a fee to others tIll" theIr use of information services which
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